FINANCIAL ACCOUNTING

Foundation stage examination
6 June 2000

From 10.00 anto 1.00 pm
plus ten minutes reading time from 9.50 am to 10.00 am.

I nstructions to candidates

Answer five questionsintotal: All four questionsfrom SectionA, and one
question from Section B. The marks available for each question are
showninitalicsin the righthand margin.

All workings should be shown. Where calculations are required using
formulae, calculators may be used but steps in the workings must be

shown. Calculations with no evidence of this (for example, using the
scientific functions of calculators) will receive no credit. Programmable
calculators are not permitted in the examinations room.

Formula sheets, statistical tables, graph paper and cash analysis paper
are available from the invigilator, where applicable.
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Financial Accounting June 2000

SECTION A (Answer all four questions)

Fiona the Horist completed her firgt year of trading to 31 May 2000. Fona hes spent
the lagt twelve months building up her busness and hes not pad too much atention
to the financid Sde of things Fona is avare that she needs to produce something for
the taxman regarding her activities during the year and has come to you for help.
After a number of conversations with Fona, and an examination of her records, you
egtablish the following:

In May 1999 Fona won £8,000 on the Nationd Lottery and, together with a £2,000
loan from a friend, used this to open a busness account with Floyds Bank Pic on 1
June 1999. On the same date she aso took possesson of rented premises. Fond's
fird acquistion wes a ddivery van coding £12000. FHona obtaned excelent
repayment terms from XYZ Motors.  She pad a deposit of one third immediately,
with the remaning two thirds being due for payment in June 2000, dl interest free.

The loan from her friend had an interest rate of 10%. From another friend Fiona
bought some second hand shelving, a cash till, computer and printer.  She thought
that for £5,000 the package seemed far as she felt dl waould last for a leest eight
yeas. And findly, Fona bought various types of scissors and secateurs for £100
which she felt would be replaced during the year due to wear and tear. After paying
for an advertisement for £500 in Red Pages, Fiona was ready for business.

A further andyds of Fonads bank daements reveded the folowing additiond
receipts and payments:

£
Ceshpadin 2,000
Chequespadin 48320
Payments for: Flowers 39,200
Motor expenses 350
Insurances 850
Businessrates 950
Generd expenses 390
Rent 5,680
Advertisng 140
Suniholidays* 870
Utility expenses 2090

Fiona acquires dl her flowers on credit. To confirm the amount owing you decide to
write to dl her suppliers.  The replies when totded confirm that creditors amount to
£1,250. Fionaonly accepts cash and cheques for dl sdes.

* Payment for a persond holiday.
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Expense levels rdlevant to the shop’s trading year were as follows.

Business Rent Insurance
Rates
£ £ £
1 April 1999 - 31 March 2000 1,020 4,800 840
1 April 2000- 31 March 2001 1,200 5,040 900

Fiond's totd cash takings for the year to 31 May 2000 were £31,680. Fiona banked
her cash takings after the payment of certain weekly expenses which she estimated to
be generd expenses £15; shop assdant £180. HFona has a uniform pricing policy,
being flowers a cogt plus 100%. Fona has withdravn cash from the business for her
own persond use but is unsure of the exact amount.

At the end of the year Fiona was rather disgppointed to see that a Smilar van was for

sde in a motor magazine for £9,000. A smal amount of flowers are held in the shop
and afloa of £50 ismaintained in the cash till. The shopisopen al year round.

Requirement for question 1
(@ Preparethe trading and profit and loss account for the year ended 31 May 2000.
(b) Prepare the balance sheet as at 31 May 2000.

(c) Draft anoteto Fiona commenting on her first years trading.
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Financial Accounting

Jdune 2000

The following ledger baances reae to the business of Gerry the Greengrocer as a 1

Jenuary 1999,

Buildings

Stock

Creditors

Bank overdraft
Capital

Buildings depreciation
Cash

Debtors

Equipment

Electricity accrued
Loan

Vehicle depreciation
Equipment depreciation
Vehide
Businessrates prepaid
Retained profit

£
50000
13610
12,000
685
52,000
5000
1%
9305
4400
40
6,000
2,200
1320
9040
400
7,145

The following transactions took place during the financid year ended 31 December

1990,

Credit sdes

Cash sdles

Returns inwards

Discounts alowed

Chegue pad for busness rates
Chegue paid for dectricity

Cash purchases

Cheques paid for sdaries and wages
Discounts receved

Credit purchases

Cash deof dl equipment
Cheque paid for loan repayment
Cash paid for new vehide
Cheques paid for credit purchases

Chegues paid for miscdllaneous expenses

Returns outwards
Cheques received from credit sales
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Gerry operates debtor and creditor control accounts.

In the past Gerry has depreciated his fixed assets using the accounting policies below:

% Method
Buildings 2 Sraght line
Equipment 0 Straight line
Vehicles ) Reducing baance

Gery charges a full year's deprecidion in the year in which the fixed asst
acquigtion took place and nonein the year of disposal.

Gerry established the following closing baances as a 31 December 1999:
Businessrates paid in advance

Electricity owing
Stock in hand 1,

SE8w

. Requirement for question 2

Produce dl reevant ledger accounts for the financid year ended 31 December 1999
which record opening baances, transactions, and dosing entries.

Trading and Profit and Loss ledger accounts are not required. 20
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Jdune 2000

Bob the Builder dated trading on 1 May 1997. As accountant to Bob, you have
adjusted his bad debt provison a the end of each year on a percentage basis to reflect
the * current economic cdimate asfollows:

Year ended | Credit sales | Debtorsat year | Bad debtsyet | Percentage
end tobewritten | provided for
off bad debts
£ £ £ %
30 April 1998 100,000 11,400 3000 2
30 April 1999 108000 15,950 3,750 3
30 April 2000 116640 18,100 1500 4

Bob is concerned that the percentage for bad debts is risng and would rather see it

reduced to 2%.

recovered in February 2000. The amount received was £750.

. Requirement for question 3

(& Explain the need to provide for bad debts.

He has dso just informed you that a debt written off in 1998/99 was

(b) Produce the various bad debt ledger accounts for each of the three years.

(©) Produce the balance sheet extracts for each of the three years.

(d Drdat a note to Bob which comments on the percentage provison and the
debtors collection period and mekes recommendations for any action to be

taken.
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Me and Godfrey operate as ‘ Potters Independent Trading'.

On 1 April 2000 they purchased 200 pairs of jeens for £4,000. By 5 April 2000, 150
pairs had been sold for £4,500. On 6 April 2000 ancther 80 pairs were purchased a a
cos of £2,000. The following day 40 pars were sold for £1,200. Md and Godfrey
arein the habit of sdling older stock fird.

On 12 April 2000 they acquired 100 T-shirts for £500 but had not paid for them. All
but 30 were s0ld the next day for £15 each. However, the remainder were damaged
and Md expects to get £2 per T-shirt.

On 15 April 2000 Godfrey maneged to obtain 50 video recaders for £2,500 as there
seemed to be something wrong with them. Godfrey is of the opinion thet he could
repair them at acost of £10 each and sl them at £80, making a good profit.

On 20 April 2000 Md made a ded with Trigger. Trigger supplied 25 cases of wine

on a sde or return bass. By the end of the month Md had sold 20 cases for £20 each,
for which Trigger was charging £12 per case.

. Requirement for question 4

(@ Explan wha is meant by ‘lower of cog and net redisble vdue in vauing
stock.

(b) Produce atrading account for each stock type for the month of April 2000.

() Explan three possble methods of pricing out stocks using ‘Potters Independent
Trading' to illustrate.
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SECTION B (Answer ONE question)

Padro plc is a company in the china indudry. Annudly, Padro plc spends
ggnificantly on research and development into new products The company’s policy
for capitdised development codts is to amortise them over five years on a draight line
basis.

The falowing expenditure was incurred during the year ended 31 December 1999:

£000
Research expenditure 2000
Development expenditure
* Project Y - was abandoned during 1999 dueto a 500
technica problem.
* Project Z - meatsdl the criteriafor capitaisation 400

with likely sdlestaking place in 2001.
Project X was completed at the end of 1997 at a totd cost of £1,000,000 and is being
amortisad in line with company policy.
. Requirement for question 5

(& Explan the three ways in which research and development costs may be

classified as stated in SSAP 13 Research and Devel opment. 3
(b) Sate the conditions which must be met for research and development codts to
be capitalised. 6
(c) Determine the amounts for research and development to beincluded in the
financia statements of Padro plc for the year ending 31 December 1999. 6
(15)
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SSAP 2 identifies four fundamenta accounting concepts.  However, other accounting
concepts do exig.

*  Requirement for question 6
(& What is meant by an accounting concept?
(b) Other than the four identified in SSAP 2, identify and explan six other

accounting concepts that ae only generdly reinforced through cusom and
practice.
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